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The long-delayed privatization of Nicaragua's telecommunications system and the country's
largest bank is moving toward completion, but the process has encountered obstacles. Competition
to purchase a controlling interest in the state-owned telecommunications company Empresa
Nicaraguense de Telecomunicaciones (ENITEL) is now at the final bidding stage with five
international companies competing to buy 40% of ENITEL's shares. The finalists in the competition
are Telecomunicaciones de Chile, Telefonica de Espana, the US- based companies Sprint and AT&T,
and STET Internacional of Italy.
The US accounting firm Price Waterhouse estimated the book value of ENITEL at US$55 million and
its value based on cash flow at between US$98 million and US$300 million. The government expects
to receive between US$120 million and US$150 million from the sale. When the transfer of ENITEL
to private hands takes place sometime this fall, it will be the first privatization of any Central
American telecommunications company. According to the telecommunications law authorizing
the sale, the winning bidder will purchase 40% of ENITEL's shares but will control the company
with 57% of the votes on ENITEL's board of directors. The shares remaining in government hands,
however, will allow it to prevent unreasonable increases in telephone rates or other drastic action
by the company. The operating license will be for an initial period of 20 years and the company will
have a monopoly on telecommunications service during the first four years of that period.
Under the terms of the sale, the winning bidder must agree to increase the number of telephone
lines for every 100 inhabitants from the current three to six by the end of 1998, and to 10 by the end
of 1999. In addition, telephone service must be made available in every community of 500 or more
residents by the end of 1999. Complicating the sale was the discovery in June that a change made in
the commerce law by the Sandinista government in 1980 is in conflict with the telecommunications
law, and it could lead to legal battles with the winning bidder.
Under the existing commerce law, the state maintains control of any company in which it owns at
least one share. Comptroller General Agustin Jarquin called the provision "juridical nonsense," but
Rolando Rivas, president of ENITEL, said that the matter would have to be studied and, if necessary,
the National Assembly would be asked to rewrite the commerce law to strike the provision. A
second setback occurred on July 26, when the government was forced to postpone the opening of
formal bidding from July to October because authorities in charge of the process had not complied
fully with the privatization law. Assembly deputies from the Frente Sandinista de Liberacion
Nacional (FSLN) and ENITEL's labor union charged that, contrary to the privatization law, no
committee was ever set up to review and approve the bidding.
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The government is now organizing such a committee, composed of representatives from
government, the private sector, and telephone users. However, that step may not be enough to
satisfy labor. The union has accused the government of planning to sell ENITEL at far less than
its real value. Union official Mario Malespin is organizing emergency meetings to plan steps it
might take to block the sale of ENITEL shares. Meanwhile, in another privatization development,
the legislature and officials of the Banco Nicaraguense de Industria y Comercio (BANIC) are at
loggerheads over the proposed sale of 51% of the bank's shares to private-sector investors. BANIC
officials hope to increase the bank's working capital from US$6 million to US$36 million by opening
the bank to private investment.
The capitalization process is to start on Sept. 30. At least eight private firms have already applied to
participate in the sale. The bank, which has the largest deposits of any Nicaraguan bank, has been
badly hurt by the country's troubled economy and by huge overdue debts, particularly from the
agricultural sector. BANIC's general manager, Marco Narvaez, says that the additional capital will
help meet the national demand for credit from productive sectors and will force interest rates down
by increasing the supply of capital. BANIC has said for some time that, in the interest of easing the
severe shortage of credit and liquidating the bank's portfolio of bad debt, BANIC would have to
convert itself into a mixed enterprise and surrender state management of credit. The alternative
would be to shut down the bank or greatly reduce its operations.
However, the capitalization plan has met opposition in the Assembly, where many deputies argue
that it amounts to privatization, since private capital would have a controlling interest. Privatization,
say the plan's critics, cannot be carried out by BANIC alone without specific legislation. Comptroller
General Jarquin agrees that the plan requires authorization from the Assembly "because it has to do
with state property." But he has not attempted to block the sale of shares. Former BANIC president
Benjamin Lanzas, who left the post in May to run for the vice presidency for Proyecto Nacional,
admits that the capitalization plan is indeed a form of privatization. But he argues that unlike the
government development bank Banco Nacional de Desarrollo (BANADES) and the Banco Popular
which are clearly state-controlled BANIC comes under the trade law. That is because it is considered
a private corporation even though its shares are owned by the government.
As a private corporation, it may sell shares without permission from the legislature, says Lanzas.
Narvaez hopes to head off a battle over the plan by seeking consensus from President Violeta
Chamorro's administration and the National Assembly to open the bank to private capital. Further
clouding the BANIC capitalization plan are demands by more than 600 former shareholders who
have been trying to claim compensation for losses resulting from the nationalization of BANIC in
1979. Eduardo Montealegre, a private banker representing the group, says that the confiscation
was illegal because it was based on political concerns and not financial problems with the bank's
operations, even though the Sandinista government in 1979 claimed the opposite. He predicts that
the capitalization plan will not go forward until the government resolves all outstanding claims.
As a precedent, Montealegre cites other disputes over compensation for confiscated property (see
NotiSur, 07/27/95). In these cases, the government was forced into protracted negotiations and
costly settlements with claimants. [Sources: La Prensa (Nicaragua), 06/15/96; Barricada (Nicaragua),
05/11/96, 06/06/96, 06/07/96, 06/15/96; Tribuna de Nicaragua, 05/11/96, 06/04/96, 06/16/96; Agence
France-Presse, 07/26/96]
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